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BOLIVIA: KEY ECONOMIC INDICATORS 
(money values in millions of dollars except where noted) 


1987 


1986 1988 Percent 


est. change 


Population (millions) (5)* 6,611 6,797 6,928 1.94 
Exchange Rates (Bolivianos per US$) (1)** 
Exchange rate (year end) 1,923,000 


Exchange rate (year avg) 1,916,668 


National Accounts 
GDP-real % change i980 pesos (5) 
GDP-real per capita % change(9) 
GDP-real per capita 

(US$ current) 
GDP-nominal (US$) (§) 
Unemployment rate (%) (1) 


Finance, Money and Prices 
Money Supply - Ml 
(thousands of Bolivianos) 
Fiscal Deficit (%) (©) 
Consumer Price Index(5) 
percent increase (12 months) 


576.0 573. 
3,800 4,350 
20.0 20. 


363,304 
-3.8 


502,510 
-9.8 


684,257 
-5.8 
66.0 


10.7 21.51 


Trade and Balance of Payments 
Total Mdse Exports (c.i.f.) () 


Exports to the U.S. (f.a.s.) (3) 
Exports of Natural Gas 


102.9(Y) 
248.6 


176.6 
357.2 
104.1(Y) 


Exports of Tin (c.i.f.) 

Other Mineral Exports (c.i.f.) (4) 
Total Imports (c.i.f. frontier) (2) 
Imports from the U.S. (f.a.s.) (3) 
Current Account Balance(1l 

Capital Account Balance (1) 


68.9 
92.7(*) 136.3 
711.5 776.0 
111.0 129.5(T) 138.5 
399.8 -472.0 <-175.7 
-3.8 9.1 313.5 


Central Bank Foreign Exchange 
Gross Reserves (year-end) 

Central Bank Net Reserves 
(year-end) 


502.1 455.9 404.4 


si1 61 177.5 160.9 


The USAID Mission in Bolivia projects a substantially 
higher growth rate 


ak New currency issued at the end of 1986 


Sources: 

(1) Central Bank of Bolivia 

(2) Office of Foreign Trade (DICOMEX) 
(3) U.S. Department of Commerce 

(4) Ministry of Mines and Metallurgy 
(5) National Institute of Statistics 
(6) IMF/Ministry of Finance 

(r) Revised figure 





SUMMARY 


Bolivia continued its orthodox economic policies during 1988, 
with positive growth for the second consecutive year. Exports 
increased by 4.3 percent, while imports declined by almost 25 
percent, yielding a positive trade balance of $5.5 million. 
Reserves in the banking system grew, as people regained some of 
the confidence lost during the 1985 hyperinflation and the 
financial system received support from the World Bank. While 
inflation at 21.5 percent was twice the planned rate, it 
remained far below levels in neighboring countries. The 
minerals sector began to recover from its precipitous decline in 


the 1980s, and minerals once again became the most important 
export. 


Bolivia continues, however, to confront serious obstacles. As 
the poorest country in South America, its wealth in natural 
resources is offset by poor infrastructure and markets, limited 
internal savings, heavy external debt, and low levels of health 
and education. In addition, Bolivia remains dependent on 
natural gas exports to Argentina for a large portion of its 
export earnings. Payment delays in 1988 weakened Bolivia’s 
reserve position and limited the government’s ability to finance 
many of its planned economic reactivation programs. 


The Embassy anticipates that there will be a number of good 
opportunities for U.S. exporters during the next one to two 
years, particularly in the mining, telecommunications, 
transportation, and hydrocarbons sectors. There may also be an 
increased amount of U.S. investment, mainly in mining and 
hydrocarbons. 


ECONOMIC STABILIZATION AND REACTIVATION PROGRAMS 


On August 29, 1985, President Victor Paz Estenssoro implemented 
a drastic anti-inflationary economic program designed to reduce 
spiraling inflation, which had reached a rate of over 20,000 
percent per year. The reforms abolished foreign exchange 
restrictions, devalued and stabilized the currency, and 
abolished all state subsidies and prices. The decree (S.D. 
21060) also deregulated bank deposit and commercial lending 
rates and authorized banks to offer foreign currency accounts. 
The stabilization of the economy encouraged capital retention 
and repatriation, but lending rates rose to such an extent that 
most businesses could not afford to borrow. 


The reactivation decree (S.D. 21660) issued on July 10, 1987 
aimed to restore public confidence in the economy and to create 
a more favorable climate for investment. Many of its provisions 
were designed to strengthen the banking sector by establishing 
more stringent reserve requirements and increasing supervision 
and other controls. The decree also emphasized export promotion 
and diversification and offered additional credits and 
incentives to the private sector. 





In spite of these incentives for economic expansion, many in the 
private sector maintained that the government should have taken 
an even more active role in reactivating the economy. Bolivia’s 
weak reserve position limited its ability to finance many of its 
projects in the public sector. 


EMPLOYMENT 


Unemployment averaged 20.7 percent during 1988, a slight 
increase from the previous year. It is estimated that about 
40,000 young workers join the work force every year. In 
addition, the 1986-87 restructuring of several major public 
sector institutions resulted in the dismissal of an estimated 
50,000 workers from both the public and private sectors. About 
one-third of these have still not found permanent work 
elsewhere; many are being supported by their families or have 
retired. The government has instituted numerous temporary work 
programs, primarily in the public services sector, to employ 
workers until a recovering private sector can provide permanent 
employment. In addition, the U.S. Government-sponsored Food for 
Work program offers short-term employment to over 50,000 people. 


INFLATION 


During 1982-85, the government financed its growing fiscal 
deficits through expansion of the money supply, leading to an 


inflation rate of over 20,000 percent in 1985. Rigorous 
stabilization measures implemented by President Victor Paz 
Estenssoro in August 1985 reduced inflation to 66 percent in 
1986 and to 10.7 percent in 1987. Inflation rose to 21.5 
percent in 1988, well above the government’s original estimate 
of 10 percent for the year. 


Some of the factors that contributed to 1988’s increase were a 
sharp petroleum price increase at the end of March that added 
substantially to consumer costs; food price increases due in 
part to Peru’s decision in July to close its border in an effort 
to curb contraband trade; and a 15 percent public sector wage 
increase in mid-1988. Monetary expansion at the end of the year 
to cover unpaid obligations of the central government also 
contributed to the rise in prices. 


GROSS DOMESTIC PRODUCT 


Bolivia’s gross domestic product increased by an estimated 2.81 
percent in 1988, the second consecutive year of positive growth 
and the first year of positive per capita growth. The 
recovering mining sector registered the largest percentage of 
growth (23.3 percent) as some restructured state-owned mines 
resumed operations and as private mines increased output to 
compensate for lower mineral market prices. Hydrocarbons, 
manufacturing, and construction also expanded significantly. 
Output for agriculture and forestry, which constitute the single 
largest sector of the Bolivian economy, remained almost level 
after dropping noticeably in each of the three preceding years. 





Despite substantial growth in 1988, the mineral sector has been 
declining in recent years in relation to Bolivia’s GDP. The 
sector represented only 6.3 percent of GDP in 1988, as compared 
with 11.38 percent of GDP in 1978. Petroleum production 
increased by 18.8 percent in 1988. Although exports to 
Argentina declined, sales to the domestic market increased. The 
mining and petroleum sectors are both expected to continue to 
grow in 1989, as are manufacturing, transportation, and commerce. 


BALANCE OF PAYMENTS 


Bolivia’s trade balance improved dramatically in 1988, moving 
from a deficit of $206.5 million in 1987 to a surplus estimated 
at $5.5 million in 1988. Total exports increased from $569.5 
million in 1987 to $600.5 million in 1988, despite a drop in 
value of gas sales to Argentina. Mineral exports increased 
Significantly, regaining their position as Bolivia’s chief 
source of foreign exchange after several years of decline. 
Despite a mid-year drop in tariff rates, officially registered 
imports (c.i.f. frontier) dropped almost 25 percent to $595 
million in 1988. (The Bolivian Central Bank is reevaluating and 
adjusting its method of calculating f.o.b. export figures.) 


The official trade figures do not include estimates for sizable 
amounts of trade in the informal sector. Bolivia continues to 
import increasingly large amounts of contraband products, 
including primarily consumer goods such as foodstuffs, 

e ectronic equipment, and automobiles. The current account also 
ey. cludes illegal narcotics exports. The U.S. Embassy doubts 
that funds returning to Bolivia from these exports for 1988 
exceeded $200 million. 


The capital account registered a $313.5 million surplus in 1988, 
due largely to rescheduled and unpaid external debt obligations, 
and disbursements by multilateral institutions. The errors and 
omissions entry increased substantially in 1988, from $114.6 
million to $209.4 million. The 1988 level approximates the 1985 
and 1986 totals for this account. The capital account is 
expected to remain positive in 1989 as Bolivia reschedules its 
foreign debt with several bilateral creditors, including the 
United States. 


PUBLIC FINANCE 


Tax and customs revenues totaled $354.3 million in 1988, or 8.28 
percent of Bolivia’s GDP. Revenues have tripled since 1986, 
when the government instituted a new simplified tax system (Law 
843). New taxes on beer, soft drinks, and energy use created in 
1989’s budget legislation will even further increase the 
government’s revenue base. Nevertheless, Bolivia continues to 
depend heavily on its natural gas exports to Argentina for a 
large portion of its public sector budget. Argentine delays in 
payment for these sales considerably weakened the country’s 
reserve position throughout 1988. Net foreign exchange reserves 
at the end of the year totaled $160.9 million. 





The government maintained a tight fiscal policy during 1988. 
Public sector expenditures during 1988 were significantly lower 
than anticipated, due in part to Argentine gas payment 
shortfalls. The 1988 National Treasury expenditures were $68.2 
million below the $618.9 million budgeted for the year. It did, 
however, grant a 15 percent public sector wage increase in 
mid-1988. 


The country’s currency, the Boliviano, depreciated 10.3 percent 
during 1988, while 1988 inflation totaled 21.5 percent. The 
government plans to gradually devalue the currency during 1989 
at a rate corresponding to inflation. 


FOREIGN DEBT 


Bolivia’s total public external debt at the end of 1988 is 
estimated at $3.99 billion. Fifty-five percent of this debt 
($2.21 billion) is owed to official agencies of other nations. 
Major bilateral creditors are Argentina, the United States, 
Brazil and Japan, in order of importance. Thirty-three percent 
($1.31 billion) is owed to multilateral financial institutions. 
Creditors in this category include the Inter-American 
Development Bank ($753.4 million) and the World Bank ($452.3 
million). Bolivia paid $189.9 million in debt service in 1988. 


Bolivia at year-end owed about $466.1 million to private 
institutions. Of the $682.6 million outstanding in January 
1988, the government repurchased $243.1 million, utilizing funds 
donated by various other countries. An additional $81.2 million 
was retired in exchange for “investment bonds", which may be 
used to finance a qualified investment in Bolivian enterprises, 
in accordance with regulations issued in March 1988. The 
country hopes to retire the remainder of its private bank debt 
through continued sales of these investment bonds. In addition, 
Bolivia plans to reschedule its external debt with several 
bilateral creditors during 1989, in accordance with a decision 
reached at the November 1988 Paris Club meeting. 


Private sector external debt is estimated between $60 and $100 
million, although no accurate statistics are available. 


AGRICULTURE 


Agriculture remains the most important sector of the Bolivian 
economy, employing over 50 percent of the work force. Principal 
agricultural products are corn, rice, potatoes, vegetables and 
livestock. Other important crops are soybeans, sugar, coffee 
and timber. The combined output of the agricultural, forestry 
and fishery sectors accounted for nearly 23 percent of Bolivia’s 
GDP in 1988. 


Bolivia’s principal agricultural exports are timber, soybeans, 
coffee and sugar. Timber remained the country’s leading export 
in this category in 1988, with exports totaling $21.5 million. 





This was a 30 percent drop compared with 1987, but still 
substantially greater than in prior years. Soybeans, the 
nation’s next leading agricultural export, totaled $20.7 million 
in 1988. Soybean exports, which more than tripled in 1986, 
remained relatively constant in 1987 and 1988. Many cotton and 
sugar producers in the area around Santa Cruz have in recent 
years switched their production to soybeans in response to 
strong market prices, and in 1988 the industry received 
substantial financing from local vegetable oil producers and 
capital equipment suppliers. As a result, soybean acreage 
increased by 37.5 percent in 1988, to almost 272,000 acres. 
These crops will be harvested in early 1989, and the majority of 
the expected production increase is destined for export. 


Coffee exports increased sharply in value in 1988, due to both 
increased volumes and more favorable world market prices. 
Nevertheless, these exports are expected to decrease in 1989 as 
a result of Bolivia’s decreased coffee export quota as 
established by the International Coffee Organization (ICO). The 
IcO reduction was due to a revision of stocks data. 


Bolivia’s sugar exports are also strongly influenced by quotas. 
Continued reductions in the U.S. sugar quota have adversely 
affected Bolivian sugar exports. Since high internal production 
costs make Bolivian sugar uncompetitive in the international 
market, the United States has traditionally been Bolivia’s 
primary export market. In an effort to compensate for lost U.S. 
sales, Bolivia in recent years has sought to export sugar to 
neighboring countries. Exports to Peru increased notably in 
1987, but dropped again in 1988 due largely to difficulties in 
exporting to that country. Exports to Chile increased strongly 
by 21 percent in 1988 to $10.4 million. 


A lengthy drought during the winter and early spring of 1988 
caused some heavy losses to both agricultural and cattle 
production, especially in the eastern part of the country near 
Santa Cruz and the central valleys of Cochabamba and 
Chuquisaca. The drought cost Bolivia most of its winter crop, 
consisting primarily of wheat and soybeans, and delayed seeding 
of the 1988-89 crop, which will be harvested in mid-1989. 


MINERALS AND HYDROCARBONS 


Minerals and hydrocarbons represented nearly 82 percent of total 
1988 exports, or about 6 percent of Bolivia’s gross domestic 
product. The government’s reorganization of the national mining 
company, COMIBOL, resulted in many mine closings and massive 
layoffs in 1986-87, but production in COMIBOL increased slightly 
in 1988 as some restructured mines resumed operations. C.i.f. 
mineral exports increased over 30 percent to $273.1 million in 
1988. This increase was due primarily to expanded production 
from private and cooperatively owned mines. Although still much 
lower than the levels achieved in the 1970s and early 1980s, 
mineral exports surpassed hydrocarbons as the nation’s leading 
foreign exchange earner for the first time since 1982. 





Tin remained Bolivia’s most important mineral, although exports 
were a fraction of those of previous years. Tin production 
increased modestly (to 10,500 metric tons metallic content) in 
1988 for the first time since 1981. The October 1985 collapse 
of the world tin market has had a profound effect on the 
industry, as exports dropped by 44 percent in 1986 and by 28 
percent in 1987. 


Gold exports have increased dramatically in the past three 
years. Bolivia began to export significant quantities of gold 
legally in 1986, and in 1988 gold emerged as the country’s 
second most important mineral export. Unrecorded gold exports 
are valued at approximately $100 million, and may be as high as 
5 tons. Silver exports increased almost 33 percent in 1988 to 
$46.6 million. Gold and silver seem to hold the most promise for 
the Bolivian mining industry. Other significant mineral 
commodities included tungsten, antimony, zinc, and lead. 
Bolivia is the world’s second largest producer of antimony, 
after the People’s Republic of China. 


Bolivia has large untapped resources of lithium, potassium, 
boron and magnesium salts in the brines in the large salt basins 
of the Altiplano. In 1988 the government began consultations 
with U.S. firms concerning the quantification and exploitation 
of these resources in the Salar of Uyuni. 


Natural gas sales to Argentina continued to be Bolivia’s largest 
single export, although the 1987 contract revision reduced both 
the volume and value of sales. Current negotiations with Brazil 
may provide an alternative market for the country’s natural gas, 
possibly by the mid-1990s. 


INDUSTRY 


The manufacturing sector currently represents 12 percent of 
GDP. After declining steadily during the early 1980s, 
manufacturing output began to recover in 1987, registering 
growth of 3.5 percent in that year and 6.3 percent in 1988. 
However, current output is still 25 percent less than in 1980. 
Over 50 percent of Bolivia’s manufactures were nondurable 
consumer goods such as food, beverages, tobacco and coffee; 


handicraft and hydrocarbon products accounted for much of the 
remainder. 


Although the government is eager to promote industrial 
expansion, many factors hinder its development. For example, 
manufacturers cite continual difficulties in obtaining working 
capital. Although interest rates have dropped steadily in the 
past two years, they remain high enough to discourage 
borrowing. In addition, many banks maintain stiff collateral 
requirements. The World Bank’s $70 million credit, intended to 
strengthen the financial sector, is expected to alleviate these 
problems. Disbursements began in late 1988. 





Bolivian manufacturers also find it difficult to compete in both 
domestic and international markets due to high production 

costs. High transportation costs resulting from the country’s 
landlocked status and its poor infrastructure further contribute 
to high prices for finished goods. The steady flow of favorably 
priced contraband goods has provided stiff competition for 
Bolivian goods within the country and has further restricted 
production. At the same time, public sector wage increases have 
not kept up with inflation, resulting in decreased demand for 
consumer goods. Industries are currently operating at about 40 
percent of installed capacity. 


Manufacturers must import almost 90 percent of their raw or 
semifinished materials used in production. In an effort to 
reduce production costs, the government lowered the tariff on 
imported capital goods from 20 to 10 percent in March 1988. The 
same legislation provided for a gradual reduction of tariffs on 
other imports, but the government froze these rates at 17 
percent in January 1989. Exporters of nontraditional goods are 
eligible for a customs rebate certificate which may be used to 
defray a portion of customs or other taxes paid, although many 
manufacturers have complained of delays in payment. 


BANKING 


Unstable economic conditions in Bolivia in the early 1980s 


caused the volume of commercial bank transactions to drop 
dramatically. The commercial bank deposit base, which was about 
$764 million in 1981, reached a low of $11 million in 1985. By 
the end of 1988, deposits had increased almost 34 percent to 
$495.5 million. Demand deposits and currency (Ml) comprised 
about 65 percent of the total. Less than 12 percent of the 
population make use of banking services. 


The Paz Estenssoro Government deregulated commercial bank 
lending and deposit rates and restored dollar-denominated 
accounts in an effort to restore incentives to the banking 
system. In addition, the July 1987 reactivation decree 
established new banking regulations aimed at strengthening 
the banking system and improving supervision. Under the new 
laws, banks must now publish key financial data on an annual 
basis. This is the first time that such disclosure has been 
required. 


At the end of 1988, the World Bank began to disburse a $70 
million loan designed to aid the financial sector. The terms of 
the agreement with the bank delayed disbursement until 
completion of an extensive audit of the banking system. The 
investigation revealed a number of weaknesses in the system, 
including undercapitalization, overconcentration, and poor 
quality of loan portfolios. Banks were required to correct 
these problems in order to receive World Bank funds. 





IMPLICATIONS FOR U.S. TRADE 


Bolivia’s economy is highly dependent on imports, since most 
industries import 90 percent of the raw or semifinished 
materials used in production. Bolivia has no significant import 
restrictions, nor does it accord tariff preferences to any 
country. Current policy does not impose price controls or 
subsidies for local production. U.S. products often compete 
successfully in this market due to favorable exchange rates and 
a reputation for high quality, although they face increasing 
competition from Brazil, Argentina, and Japan. Bolivia also 
continues to import large amounts of contraband goods from 


Argentina, Brazil, Chile, Peru and Panama despite lower tariff 
rates. 


Mining exploration and exploitation and the search for 
hydrocarbons are going to be the most important activities in 
the near future. Bolivia’s mineral potential is still untapped, 
but the Embassy expects a significant number of U.S. companies 
to consider investing in both sectors. Such investment should 
generate strong demand for U.S. equipment and services. 


Agribusiness also promises to be an active sector in the near 
future. Agribusiness projects financed by approximately $100 
million in credits from international development agencies will 
require new production technology, especially for food 


processing, packaging, and storage. The expansion of this 
sector will require infrastructural development, including 
construction and modernization of roads, railroads, and air 
transportation facilities. 


The telecommunications industry provides another attractive 
market for U.S. business. ENTEL, the government-owned 
telecommunications company, plans to expand its telephone 
facilities and improve satellite communications over the next 
several years. Although Japan, Germany and Sweden have 
traditionally supplied telecommunications equipment to Bolivia, 
J.S. companies have been increasingly successful in this area. 
ENTEL awarded a $6.3 million microwave contract to a U.S. 
telecommunications firm during 1987. Unlike many other 
proposals, ENTEL’s projects are adequately financed since ENTEL 
generates its own income, including foreign exchange from 
international communications. 


The energy and power sector will also offer numerous 
opportunities for U.S. firms. Bolivia’s electricity consumption 
is expected to grow at an average annual rate of 5.9 percent in 
1989 and at a 6.7 percent rate in the early 1990s. The 
state-owned power generation company is planning to invest over 
$100 million through 1990 to install turbines, generation plants 
and transmission lines. In addition, the privately owned 
Bolivian Power Company (COBEE) has planned projects estimated at 
$62 million during 1988-90. The World Bank and the 


International Development Bank may provide financing for some of 
COBEE’s projects. 
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U.S.-manufactured computer equipment and peripherals are highly 
competitive in the Bolivian marketplace, and the demand for 
these items continues to rise. The United States enjoys a 
market share of approximately 90 percent of all imports in this 
sector. Automobile parts and accessories represent another 
growing market, as the number of vehicles has sharply increased 
in the past two years. In addition, the government plans to 
purchase substantial quantities of medical equipment in 
connection with the construction of new hospitals and the 
expansion of existing health programs. 


Many of the following projects also provide business 
opportunities, although a number of them lack financing. 


TELECOMMUNICATIONS: 


ENTEL plans several major projects within the next few years. 
The company plans to establish 20 small ground satellite 
stations throughout Bolivia and one large ground station in La 
Paz as part of its Domestic Satellite Communications Network 
(DOMSAT). Other projects include development of a Rural 
Telephone System (ERNT) and the installation of digital 
switching systems, first in La Paz and Santa Cruz, and later in 
the entire country. ENTEL will fund virtually the entire cost 
of these projects. 


RAILROAD REHABILITATION PROJECT: 


Now in its fourth phase, this project continues the 
rehabilitation and modernization of Bolivian railways owned by 
the State National Railway Enterprise (ENFE). The project 
focuses on track rehabilitation, although it includes some 
rolling stock. ENFE has received $20 million in World Bank 
financing. 


Another proposed railroad project would connect Cochabamba and 
Santa Cruz and thereby link the Atlantic and Pacific Oceans by 
rail. A Brazilian firm expects to conclude a feasibility study 
of the project by the end of 1989. Construction costs are 


estimated at $450 million, but the project currently lacks 
financing. 


ROAD CONSTRUCTION AND DESIGN: 


The World Bank is expected to finance construction and 
improvement of roads to be used for export, including 
improvement of an existing route to the port of Arica, Chile. 
In addition, the Inter-American Development Bank expects to 
disburse $20 million for new road construction and road 
rehabilitation within the next two years. These projects 
require construction equipment as well as consulting and 
supervisory services. 





COMIBOL REHABILITATION PROJECT: 


COMIBOL hopes to improve the productivity of its mining centers 
by updating equipment and engaging in further exploration. The 
first phase of the company’s rehabilitation project was started 
in 1986 and has been completed. The second phase of the project 
will require $55 million for equipment, and the third phase will 
require an additional $100-$120 million for consulting services 
and equipment. Both the World Bank and the Inter-American 
Development Bank are to finance part of the project. 


RURAL ELECTRIFICATION: 


This project, jointly financed by the World Bank and the Andean 
Development Corporation, will provide electricity to rural areas 
over the next three years. The program requires transformers, 
transmission lines, generators and communications equipment. 


SANTA CRUZ-BRAZIL GAS PIPELINE: 


Brazil agreed in principle to purchase natural gas and gas 
derivatives in August 1988. The two countries were to have 
signed a contract in early 1989, but negotiations were 
continuing slowly as of April 1989 amid speculation that Brazil 
might elect to purchase only derivatives, including fertilizers 
and polyethylene. Should the natural gas sale agreement be 
implemented, it would generate a number of industrial projects, 


including the construction of a 500-kilometers gas line, 
requiring external financing. 


EVAPORITIC RESOURCES PROJECT: 


The salt flats of the altiplano contain vast untapped resources 
of lithium, potassium, boron and magnesium. The Bolivian 
Government is consulting with U.S. firms concerning joint 
venture possibilities in exploring and exploiting these 
resources. Estimated at less than $100 million, the project 
currently lacks financing, although a limited number of private 
firms have expressed interest in the proposal. 








